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KEY ECONOMIC INDICATORS 


All Values in Millions SF Exchange Rate (Floating) as of 10/25/74 
US $1.00 = SF 2.85 


1 
ITE’ ) 1972 1973 1974.2) % Change”) 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 116,095 131,100 NA 
GNP at Censtant Prices - % Change 

Previous Years 5.38 4o3 NA 

Indices: 

Industrial Preduetien*) (1963=100) 49 157 164 
Construction Cest Zurich 4) (Oet.1966=100) 143.6 157.6 175.0 
Unempleyed (indv)4 106 81 7h 
Unfilled Positions 4) (indv) Lgh75 3,804 2,741 
Industrial Building Permits (units) 3,629 2,724 681 
Housing Permits (units) 77,418 62,765 24,958 


MONEY AND PRICES 


Money Supply (Ml) 48,533 48,182 445259 
Bank Credit Outstanding (72 Banks) 112,242 122,015 126,413 
Interest Rates (%): 


Central Bank Disc. 3.75 4-5 5.5 
Lombard Rate 4e75 5.25 6.0 
Yield on Conf.Bonds 4296 6.31 Teh 
Three Month Money - Zurich 4) 1.83 4002 6.0 
Call Money Rates - Zurich 4 1.20 2.88 3.0 
Indices: 

Retail Sales4) (Previous Yr = 100) 110.1 106.6 106.2 
Consumer Price (Sept.1966 = 100) 132.5 148.3 156.1 
Wholesale Price (1963 = 100) 121.7 139.7 155.3 


BALANCE OF PAYMENTS AND TRADE 
Geld and Foreign Exchange Reserves 24,203 24,413 22,839 
Trade Deficit 6,184 6,655 6,455 
Balanee of Payments (Current Aeect) 840 890 NA 
Total Exports, FOB 26,188 29 5943 26,041 
Experts to US 2,263 2,4LL 1,843 
US Share (4) 8.6 8.2 71 
Total Imports, CIF 32,372 36,598 32,496 
Imports from US 23234 25333 2,119 
US Share (%) 6.9 6e4 6.5 1.6 


Main imports from US: aireraft and parts, tobacco, organic chemieals, electrical equipment, 
motor vehicles and parts, business machines, including electronic data processing equip- 
ment, silver, precious stones, ¢eorn and wheat, 


1) All data end of year unless otherwise indicated. 2) Data eumlative to latest date, 


3) Percentage ehange of latest date over comparable date in 1973. 4) Average 
annual, 


* Seeend Quarter ** August ##* September 


Source: Ia Vie Economique 





SUMMARY 


Inflation continues to be Switzerland's number one economic 
problem. While the Government's anti-inflation program has 
reduced the growth of domestic demand, the increasing 

foreign demand for Swiss exports, the chronic shortage of 
labor, and the high cost of petroleum imports have kept 

the cost of living moving upward at a record annual rate of 
over 10 per cent. Although real growth of GNP will slow 
considerably this year, some sectors of the Swiss economy 
still show considerable strength. Industrial and agricultural 
production continue to rise and the employment situation will 
remain tight for the foreseeable future. The revaluation 

of the Swiss franc has improved the price competitiveness of 
U.S. goods and a variety of American products have good 
market potential in Switzerland. Due to the difficulty of 
expanding domestic production, many Swiss firms are very 
interested in direct investment in the United States. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Inflation Rolls On 


Inflation continues to be Switzerland's number one economic 
problem. As of September 1974, the year-to-year rate of 
consumer price increases was 11.3 per cent and wholesale 

prices were up 17.2 per cent. During the first nine months 

of this year, the annual rise in consumer prices has averaged 
between 9 and 11 per cent while annual wholesale price increases 
have ranged between 15 and 19 per cent. This rate of inflation 
is unprecedented in Swiss economic history and is now a 

matter of primary national concern. 


Switzerland's inflationary spiral began in 1971 when massive 
capital inflows rapidly expanded the money supply and stimulated 
domestic demand at a time when the economy was already operating 
at near maximum capacity. By the middle of 1973, however, 

just as the Swiss Government's anti-inflation program had 

begun to blunt the growth of domestic demand, foreign factors 
took over as the main source of inflationary pressures. An 
unexpectedly high foreign demand for Swiss exports has kept 
industry operating at peak capacity and full employment. The 
phenomenal increase in the cost of importing petroleum and 

other raw materials has contributed several percentage points 

to the annual increase in the cost of living. 


The most important domestic factor contributing to the inflationary 
problem is the chronic shortage of labor. With an effective 
unemployment rate of zero (in August there were an average of 

37 jobs available for each of the 74 persons registered as 
unemployed), wage increases continue to exceed gains in 
productivity. So far this year annual wage increases have 

ranged from 10 to 15 per cent, adding to both costs and demand. 
With foreign workers making up one-third of Switzerland's 

labor force, the Government's restrictive immigration policy 

will help to ensure that labor shortages remain a permanent 
feature of the Swiss economy. Although the radical constitutional 
initiative introduced by the National Action Party, which would 
have reduced the number of foreigners in the country by 
approximately half over the next three years, was soundly defeated 
by national referendum on October 20, the Government has announced 
that it will continue its policy of gradually reducing the 

number of foreigners living and working in Switzerland. Yet 





another antiforeigner constitutional initiative has been 
put forward by National Councilor James Schwarzenbach and 
will probably be voted upon in a national referendum next 
year or in 1976. While the Schwarzenbach initiative is 
less extreme than the one just defeated, it would still 
require a significant reduction in the present foreign 
population. The more moderate tone of this initiative 
improves its chances of passage and, consequently, keeps 
pressure on the Government to reduce its issuance of new 
work and residence permits. 


Fight Against Inflation Slows Domestic Growth 


The Government's anti-inflation program is based on four 
emergency decrees implemented in January 1973 and ratified 

by national referendum on December 2, 1973. The decrees 

give the Government authority to restrict credit expansion; 

to limit activity in the construction industry; to exercise 
limited control of prices, wages and profits; and to reduce 
amortization rates for tax purposes. Application of these 
powers, particularly those relating to credit and construction, 
has produced a decline in domestic demand and a sharp rise 

in interest rates. 


The Government initially fixed an annual limit co 6 per cent 
on the expansion of bank credit portfolios and introduced 
minimum reserve requirements for the first time. While the 
credit ceiling has been exceeded by many banks (which are 
required to deposit the amount of excess in blocked accounts 
with the Swiss National Bank), the credit limit and reserve 
requirements have sharply reduced domestic liquidity. 

High Euromarket interest rates have also drawn funds out 

of the country. The above measures, taken in conjunction with 
the floating of the Swiss franc, have allowed the Swiss 
National Bank to implement an effective and restrictive 
monetary policy. As a consequence, the Swiss money supply 
(M]) declined 6.1 per cent between the second quarters of 
1973 and 1974, after having increased by 4.6 per cent in 
1972 and 39.7 per cent in 1971. In early 1974 liquidity 
became very tight and the monetary authorities found it 
necessary to relax some controls in order to slow the rapid 
growth of domestic interest rates. The annual credit ceiling 
was raised from 6 to 7 per cent for the period August 1,1974, 
to July 31, 1975, reserve requirements have been reduced by 
two-thirds, and the policy regarding penalty deposits for 
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banks exceeding the credit ceiling has been eased, 


The restrictions on credit have had a marked impact on 
consumer spending, especially for durable goods. [In the 
second quarter of 1974, the value of retail sales had grown 
6.2 per cent over second quarter 1973, or only about half 

the rate of inflation over the same period. This would 
indicate that the volume of retail trade declined. The 

lack of credit has also contributed to the one-third increase 
in the rate of commercial bankruptcies so far this year. 


Credit shortages and direct Government controls on construction 
have considerably reduced activity in the building industry. 

In the first half of 1974 the volume of construction was 

10.4 per cent below the same period last year, and employment 
in the building sector was down 8.1 per cent. In response 

to growing complaints from building contractors, the 

Government has eased some of its restrictions on residential 
construction and a further relaxation of controls is 

expected next year. 


After several years of growing budget deficits, the Federal 
Government has prepared a new fiscal program to hold down 

the growth of expenditures and to increase sales and income 
taxes. The tax increase, however, must first be approved 

by national referendum to be held December 8, 1974. Even 
under this new program, official budget projections still 
show sizeable deficits for the next several years. No real 
relief for the Government*s budgetary problems is expected 
until the proposed value-added tax (VAT) is fully implemented, 
probably in 1977 or 1978. In the meantime, the Government will 
continue to rely primarily on a restrictive monetary policy 
as the principal instrument to combat inflation while trying 
to keep fiscal policy under as tight control as possible. 


Although the combined impact of Government restrictions, tight 
money, labor shortages, and higher energy costs has dampened 
Switzerland's overall economic growth -- Government economists 
predict a real growth of GNP of only 1.4 per cent this year 

and about 2.0 per cent in 1975 -- some sectors of the economy 
are still showing considerable strength. Industrial production 
in the second quarter of this year was a respectable 4.5 per 
cent higher than in the second quarter of 1973 (compared 

with 5.4 per cent growth during the previous twelve months), 
due to the shift of demand pressures to the more capital 
intensive export sector, to continued industrial rationalization, 





and to a slight increase in industrial employment. 
Agricultural production this year is expected to be 
even better than 1973*s good output. 


Trade and Capital Movements 


The rapid growth in the value of Switzerland's foreign 
trade in the first nine months of 1974 (imports up 22.8 
per cent and exports up 21.6 per cent) has been due in 
large part to the worldwide escalation of prices. [In 
terms of volume, the level of imports in the first three 
quarters of this year was virtually the same as in the same 
period of 1973. In the case of petroleum, the volume 

of imports was down about 6 per cent as a result of 
higher domestic prices,while the value of petroleum 
imports more than doubled. On the export side, inflation 
accounted for more than half of the increase in value, 
Even so, the approximately 9 per cent increase in export 
volume was a very good performance considering the 
appreciation of the Swiss franc. Based on the existing 
backlog of orders, the volume of exports should continue 
to expand well into 1975, if not beyond. 


Since the first revaluation of the franc in May 1971, 

it has appreciated 33 per cent relative to all the 
currencies of the world and about 50 per cent against 
the dollar as of October 25. Since January of this 
year, the appreciation relative to the dollar has ranged 
from a low of 25 per cent in January to a high of 52 per 
cent in May. 


The tightening of domestic liquidity and the small decline 
in foreign exchange reserves has prompted the Swiss 
National Bank to remove virtually all the capital controls 
implemented in mid-1972 to stop massive inflows of 
speculative capital. With the recent lifting of’ the ban 
on interest payments for nonresident Swiss franc deposits, 
the only remaining restriction on capital imports is the 
requirement that Swiss residents and firms must have 
National Bank permission before borrowing abroad. 


Switzerland's overall balance of payments during 1974 is 
expected to register a small surplus, despite the 
increased cost of importing petroleum and other goods. 
While Switzerland's traditional trade deficit 





will undoubtedly be much larger this year, higher income 
from Swiss capital invested abroad and the increase in 
other invisible transactions should be sufficient to 
keep the current account in rough balance. It is anti- 
cipated that capital inflows from oil producers and other 
sources during the year will be large enough to offset 
capital outflows and to generate an overall balance 

of payments surplus. Excessive inflows, however, are 
clearly not desired unless funds also flow outward as 
well, and the National Bank is prepared to reimpose 
capital controls if necessary. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


From 1970 to 1973 the U.S. share of Swiss imports de- 
clined from 8.5 per cent to 6.4 per cent, due largely 
to the statistical effect of the massive change in 

the dollar-franc exchange rate. The improvement in 

the price competitiveness of American products began 
to assert itself in the first nine months of 1974, as 
the value of imports from the U.S. grew even faster 
than the value of total imports. The U.S. market share 
improved slightly despite the vast increase in the cost 
of petroleum imports. 


Nonprice factors are also very important in determining 

the competitiveness of U.S. products. Many Swiss importers 
complain about the lack of continuity of supply from the 
U.S., poor aftersales service, and tough credit terms. 
Establishing am maintaining a position in the Swiss 

market requires (1) a sustained interest in the market, 

(2) close attention to quality control, (3) financial 
support of the agent/distributor for promotional activities, 
(4) observance of local commercial practices, and (5) 
compliance with local rules, customs, and preferences, 


Industrial products with good market potential in Switzerland 
include pollution control instrumentation and equipment, 
process control instrumentation, health care equipment, 
laboratory instrumentation, business machines and a wide 





An 


variety of sophisticated electronic equipment. More 
details on the sales potential for these products are 
provided ina report entitled "Product Priority 

Listing for Switzerland" (Bern A-275, September 18, 

1974) which can be obtained through the Department 

of Commerce or one of its District Offices. Other 
Embassy reports which may be obtained through the 
Department of Commerce include: "Market Potential 

for American Consumer Goods" (Bern A-403, October 5, 
1973), "The Market for Environmental Protection Equipment 
in Switzerland" (Bern A-035, February 1,1974), 

and "Process Control Instrumentation" (Bern A-210, April 
26, 1974). Exporters may also be interested in 
participating in one or more of the following U.S. 

trade missions which will visit Switzerland on the 

dates indicated: Electronics Equipment, January 1975; 
and Hospital and Health Care Equipment, April 1975. 

In addition, there will be a Government sponsored 

U.S. group exhibit at NUCLEX, a trade fair of equipment 
for the nuclear industry held in Basel, October 7-1l, 1975. 


Investment 


The present low value of the dollar relative to the 
Swiss franc, the prospect of continued labor shortages, 
and the tightness of domestic credit have all combined 
to make direct investment in the U.S. increasingly 
attractive to Swiss businessmen. While most large 
Swiss firms already have sizeable investments in the 
U.S., many small and medium sized companies are now 
expressing interest in acquiring production facilities 
in the U.S. 





One sure 
way to be 
an informed 
business 
executive ... 


This information-packed biweekly magazine of the U.S. 
Department of Commerce gives you the facts from the experts 
on the economy, domestic and international business, energy 
management, and a variety of other subjects of vital interest 
to anyone in the business world. 


Take advantage of the substantial price reduction—send your 
check or money order for $29.80 and the coupon below for a one- 
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